
The S t a t e  B u d g e t  O f f i c e  a n d  B l u e  

c h a s e r  p o s i t i o n  o n  t h e  M I C A P .  

Cross j o i n t l y  d e - r e l o p  a T h i r d  P a r t y  p u r - 


T h eh o s p i t a l st h r o u g h  H A R I  d e v e l o p  t h e i r p o s i t i o n .  


T h i s  i s  doneby f i r s t  w e i g h t i n g  t h e  b u d g e t a r y  c o m p o n e n t s  of a h o s p i t a l ' s  b u d g e t ,  

e.g. sa la r ies  andwagesrepresentapproximate ly  55-65 percen to f  a h o s p i t a l ' s  
z 


g r o s so p e r a t i n ge x p e n s e s .T h e nu s i n gt h eh i s t o r i c a le x p e r i e n c eo fh o s p i t a l s ,  


economict rends ,bothnat iona land  local ,  as may b e  r e f l e c t e d  i n  such in 


d i c e s  as  t h e  consumer p r i c e  i n d e x  a n d  t h e  w h o l e s a l e  p r i c e  i n d e x ;  t h e  l a b o r  


con t rac texpe r i ence ,bo thna t iona l lyandloca l ly ;economis t s 'p red ic t ionsfo r  


t h e  upcoming f i s c a l  y e a r ;  rates o f  i n t e r e s t ;  a n t i c i p a t e d  o r  known F e d e r a l ,  


S t a t e ,a n dl o c a lr e g u l a t i o n sw h i c h  may impactexpenses;  known medicaland 


cap i t a lp rogrammat i cdeve lopmen ttha thasbeenapprovedbythep lann ingpro  


cess; a n da n yo t h e rr e l e v a n tf a c t o r st h a t  may have a b e a r i n go nh o s p i t a l  


o p e r a t i n gc o s t s ,t h ep a r t i e sm u t u a l l yd e v e l o pa n dn e g o t i a t ei n f l a t i o no r  


growthfac torswhich  are thenapp l i edtothebudge ta rycomponen t s .  T h e  r e s u l t  


i s  a t a b u l a t i o no f  p e r c e n t a g e  i n c r e a s e sf o r  sa la r ies  andwages,physician 


sa l a r i e s  and f e e s ,s u p p l i e sa n de x p e n s e s ,d e p r e c i a t i o na n di n t e r e s t ,t h ec a r r y  


o v e r  e f f e c t  o f  new andexpandedprogramsimplemented i n  t h e  p r i o r  y e a r ,  new 


programs,volumeandintensi ty ,  e tc .  The sum o ft h e s ef a c t o r sp l u s  a re 


s e r v ef a c t o r  f o r  u n f o r e s e e n  e x p e n s e s  a n d  v o l u m e / i n t e n s i t yf l u c t u a t i o n se q u a l s  


a MAXICAP p e r c e n t a g ei n c r e a s ef o rt h e  next f i s c a l  y e a r .T h er e s u l t i n g  MAXICAP 


is a n e g o t i a t e dr e s u l to ft h ep a r t i e s 'i n i t i a lp o s i t i o n s .T h i sf i n a lp e r  


c e n t a g e  i s  t h e n  m u l t i p l i e d  b y  t h e  c u r r e n t  f i s c a l  y e a r ' s  e x p e n s e  b a s e  ( n e g o  


t i a t e de x p e n s eb u d g e t sp l u sa l l o w a n c e sf o rv o l u m e ,p a t i e n t  mix, andmajor 


c o n t i n g e n c i e s  of a r e c u r r i n g  n a t u r e )  t o  a r r i v e  a t  a "pot  of d o l l a r s "t ob e  ;, 


d i s t r i b u t e d  among t h e  s i x t e e n  v o l u n t a r y  h o s p i t a l s  b a s e d  o n  t h e  r e s u l t s  of 


i n d i v i d u a lh o s p i t a lb u d g e tn e g o t i a t i o n s .  




It is  i n t e n d e d  t h a t  t h e  MAXICAP w i l l  n o tb ee x c e e d e dd u r i n gt h ef i s c a ly e a r .  

However, t h e r e  w i l l  a lways b eu n f o r e s e e ne x p e n s e ss u c ha st h o s ee x p e n s e sd u e  

tounexpec tedvo lumef luc tua t ions  o r  ex t r ao rd ina ry ,un fo reseenexpensessuch  

as t h es i g n i f i c a n ti n c r e a s ei nm a l p r a c t i c ei n s u r a n c e  premiums.The r e s e r v e  

f a c t o ri nt h em a x i c a p  was des ignedtoabso rbsuchexpenses .The re  may, however, 
* 

b eo c c a s i o n s  when t h er e s e r v e  is i n s u f f i c i e n tf o rt h a tp u r p o s e .I nt h e s e  

i n s t a n c e s  t h e  MAXICAP may beexceededbymutualagreementoftheprogram p a r t i 

c i p a n t s .T h i s  w i l l  beaddressed  l a t e r .  

2. ProgramPlanning 

Ano the rimpor t an ta spec to fthe  Rhode I s l a n dP r o g r a m ,p e r h a p st h ef i r s to f  i t s  

k ind ,  is  t h e  i n t e g r a t i o n  of h e a l t h  care p lann ingwi ththere imbursemen tfunc t ion .  

C o n t r o l  o f  h o s p i t a l  c o s t s  a n d  t h e  r a t i o n a l  d i s t r i b u t i o n  of r e s o u r c e s  t o  meet 

t h e  demandsoftheheal thcarecommunitycannotful lytakeplace unless  p l ann ing  

is l i n k e d  t o  thereimbursementsystem.Recentpassageof PL 93-641 has acknow

l e d g e dt h i sf a c t .I n  Rhode I s land ,both&hereviewandapproval  of  c a p i t a l  

p r o j e c t s  and therev iewof  new and/orexpandedmedicalprograms are l i n k e d  t o  

theProspectiveReimbursementProgram. 

ProgramReviewandApprovalProcess 

Rhode I s l a n d  h a s  f o r  some time had a r ev iewmechan i smforce r t i f i ca t eo fneed .  

All major c a p i t a l  p r o j e c t s  t h a t  meet t h e  d o l l a r  t h r e s h o l d  are s u b m i t t e dt ot h e  

Rhode I s l andDepar tmen to fHea l thfo rrev iew.  Only t h o s ep r o j e c t sr e c e i v i n g  

the  Depar tmen t ' s  approva l  are g i v e n  c o n s i d e r a t i o n  d u r i n g  b u d g e t  n e g o t i a t i o n s  

w i t ht h ec o s t so fi n t e r e s t ,d e p r e c i a t i o n ,a n dg e n e r a lo p e r a t i n ge x p e n s e s  

s u b j e c t  to t hesamesc ru t inyandnego t i a t ions  a s  anyotherbudget  item. 
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In a d d i t i o n ,  t h e r e  i s  a uniquemechanismforreview of m e d i c a l l yo r i e n t e d  


programs.This review p r o c e s s  was p a r to ft h eo r i g i n a lP r o s p e c t i v e  R e i m  


bursementProgramin 1 9 7 1  and was aga inincorpora t edintherev i sedprogram.  


E a c hs p r i n g ,h o s p i t a l s  are r e q u i r e d ,  u n d e r  t h e  terms of t h eB l u eC r o s s  Member 


H o s p i t a l  C o n t r a c t ,  t o  s u b m i t  t h o s e  new and/orexpandedmedica l lyor ien ted& 


programs t h a t  meet a p r e d e t e r m i n e d  d o l l a r  t h r e s h o l d  t o  t h e  v o l u n t a r y  H e a l t h  


PlanningCounci l(WC) for  review. HPC t henrev iewsandeva lua te sthosepro  


gram reques t sbasedon  a prede termined  set  of c r i t e r i a  r e l a t i n g  t o  p r o o f  of 


communi tyneed ,cons i s t encywi ththehosp i t a l ’ sgoa l sandob jec t ives ,  rela 


t i o n s h i p  t o  o t h e r  communityprograms,considerat ion of a p p r o p r i a t e  a l ter 


n a t i v e s ,t h es c o p e  of  t h e  program,programmaticcosts ,andprogrameffect ive 


ness.Basedon i t s  f i n d i n g s ,  HPC t h e nr a n k st h ep r o g r a m sa n da s s i g n sp r i o r i  


t ies :  P r i o r i t y  I - thoseprogramsthatshouldbeimplementedwithin t h e  f i s c a l  


y e a r ;  P r i o r i t y  II - programswith merit t h a t  may r e q u i r e  more p l ann ing ;and ,  


P r i o r i t y  II1 - programswhichshouldnotbeimplemented. HPC f u r t h e rp r i o r i  


t i z e st h eP r i o r i t y  I programs.Thoserankings are t h e nt r a n s m i t t e dt ot h e  


T h i r d  P a r t i e s  f o r  c o n s i d e r a t i o n  i n  b u d g e t  n e g o t i a t i o n s .  


Only thoseprogramswhichreceive a P r i o r i t y  I r ank ing  are cons ide red  by t h e  


T h i r d  P a r t i e s  w i t h  t h e  p r o g r a m  b u d g e t s  a n d  d a t e s  of imp lemen ta t ion  sub jec t  


t on e g o t i a t i o n s .  I t  mus tbeno tedtha t  a l l  P r i o r i t y  I programs may n o tb e  


a u t o m a t i c a l l ya c c e p t e df o ri m p l e m e n t a t i o ni n  a g i v e nf i s c a l  year. Likeany 


o the rbudge t  item, new programs are subject t o  t h e  a v a i l a b i l i t y  o f  r e s o u r c e s  


w i t h i n  t h e  MAXICAP. 


A h o s p i t a l  may a l s o  b u d g e t  a n y  o t h e r  p r o g r a m s  w h i c h  a r e  n o t  s p e c i f i c a l l y  


s u b j e c tt or e v i e w  by IIPC or theDepartmentofHeal th .Theseprograms a re  


a l s o  s u b j e c t  t o  b u d g e t  n e g o t i a t i o n s  a n d  are c a r e f u l l yc o n s i d e r e dw h e r e  a 
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I 	 h o s p i t a lc a nd e m o n s t r a t en e e da n dc o s te f f e c t i v e n e s s .H o w e v e r ,  i t  mustbe 

n o t e dt h a tp r i o r i t ym u s tb eg i v e nt ot h o s ep r o g r a m sa p p r o v e db yt h ep l a n n i n g  

p r o c e s s  d u e  t ot h e  limit of r e s o u r c e s  w i t h i n  t h e  MAXICAP. 

3 .  	 Hosp i t a lbudge t s /budge tNego t i a t ions  

A c o r n e r s t o n e  o f  t h e  Rhode Is landProgram is t h e  n e g o t i a t i o n  o f  e a c h  h o s p i t a l ’ s  

budget .  As p r e v i o u s l yn o t e d ,t h e  MAXICAP p r o v i d e st h ef l e x i b i l i t yt o  s e t t l e  

a ni n d i v i d u a lh o s p i t a l ' sb u d g e ta b o v e  o r  belowthe. MAXICAP percentage.The 

u l t i m a t e  o b j e c t i v e  is to  n e g o t i a t e  a b u d g e t  t h a t  meets t h e  h o s p i t a l ' s  o p e r a 

t iona lneedsandwhich  i s  j u s t i f i a b l e  f r o m  t h e  T h i r d  P a r t i e s '  p o i n t  o f  v i e w ,  

w h i l e  s t i l l  m a i n t a i n i n gt h ei n t e g r i t y  of t h e  MAXICAP. S e v e r a lp r o v i s i o n s  a re  

n e c e s s a r yf o r  t h i s  p r o c e s st ob es u c c e s s f u l .  

a. 	 TheBudgetPackage - (Attachment 1). Each h o s p i t a l  i s  r e q u i r e dt os u b m i t  

on o r  aboutJune 15  ( a f t e r  MAXICAP n e g o t i a t i o n sa r ec o m p l e t e d )  a d e t a i l e d  

budge tr eques t  for t h en e x tf i s c a l  year. Thebudgetsubmission is a twenty

two pagedocumentmutual lydevelopedandagreedtoby a l l  p a r t i e s  a n d  i n 

c l u d e sd e t a i l e ds c h e d u l e s  of: a summary of r evenuesandexpenses ,sa l a ry  

e x p e n s e ,f r i n g eb e n e f i t s ,p h y s i c i a nf e e sa n ds a l a r i e s ,s u p p l i e sa n de x 

p e n s e s ,i n t e r e s te x p e n s e ,d e p r e c i a t i o no np l a n ta n de q u i p m e n t ,t o t a l  

d e p r e c i a b l e  a s s e t s ,  new andexpandedprograms,.increasesduetovolume, 

new andexpandedprogramsimplemented i n  t h e  c u r r e n t  f i s c a l  y e a r ,  p e r 

sonnel/man-hours,  summary o fs e l e c t e ds t a t i s t i c s ,a n dn a r r a t i v ei n f o r m a 

t i o n  e x p l a i n i n g  b u d g e t i n g  t e c h n i q u e s  a n d  a n y  u n u s u a l  e x p e n s e s  or i t e m s  

f o rc o n s i d e r a t i o n .E a c hs c h e d u l e  m u s t  p r o v i d eb u d g e td a t af o rt h e  

p r e s e n t  f i s c a l  year, t h e  p r i o r  y e a r ,  a n dt h eb u d g e ty e a r  b y  m a j o r  ser

v i c e .I na d d i t i o n ,s i n c e  a l l  h o s p i t a l ss u b s c r i b et ot h e  Commissionon 
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P r o f e s s i o n a l  a n d  H o s p i t a l  A c t i v i t i e s ,  t h e y  are r e q u e s t e d  t o  f u r n i s h  PAS 

l e n g t ho fs t a y  summary d a t af o rt h e  l a s t  twelvemonths .Hospi ta l s  may 

a l so  s u b m i t  a n yo t h e ra d d i t i o n a l  i n f o r m a t i o ni n  s u p p o r t  of t h e i rb u d g e t  

r e q u e s t s  . 
b. 	 IHDS Data - (Attachments 2 and 3 ) .  H o s p i t a l sm u s ta l s os u b m i t  IHDS ( I n t e r 

agencyHosp i t a l  Data Serv iceSys tem,  a l o c a l l yd e s i g n e d  s t a t i s t i c a l  ?e

por t ing  sys t em)  da ta  on a mon th ly  bas i s  wh ich  p rov ides  s t a t i s t i ca l  and 

f i n a n c i a li n f o r m a t i o nb yi n d i v i d u a lh o s p i t a l . ,  Among t h ed a t ap r o v i d e d  i s  . 

i n p a t i e n t  u t i l i z a t i o n  b y  major service,  i n c l u d i n gb e dc o u n t s ,a d m i s s i o n s ,  

i ncu r redpa t i en tdays ,andoccupancy  rates;  p a t i e n tr e v e n u e ,  ac tua l  a s  com

pa redtobudge t ;pa id  man-hoursbymajor d e p a r t m e n t s ;g r o s so p e r a t i n g  ex

pensesinc lud ing  salaries andwages ,supp l i e sandexpenses ,dep rec i a t ion  

and i n t e r e s t ,  e tc . ;  a n ds e l e c t e da n c i l l a r y  s t a t i s t i c s  bymajordepartment .  

As c a nb er e a d i l ys e e n ,t h ei n f o r m a t i o np r o v i d e dv i a  THDS i s  very similar 

t ot h a tp r o v i d e di nt h eb u d g e tp a c k a g e .T h er e a s o n  f o r  t h i s  will beev i 

d e n t  i n  t h e  d i s c u s s i o n  o f  b u d g e t  a n a l y s i s .  

c .  	 Budget Review andAnalys is  - (At tachment5) .Wi ththenecessarydata  

a v a i l a b l e  t o  t h e  p a r t i e s ,  t h e  b a s i s  e x i s t s  f o r  r a t i o n a l  r e v i e w  and a n a l y s i s  

of a h o s p i t a l ' s  b u d g e t .  

TheTh i rdPar t i e s 'r ev iewandana lys i so f  a h o s p i t a l ' s  b u d g e t  are designed 

to  r a t i o n a l l y  assess t h eh o s p i t a l ' sn e e d si nt h eb u d g e ty e a r .T h ep r o c e s s  

b e g i n s  w i t h  a c a t e g o r i z a t i o n  of thebudge tpackageando the rre l evan tda ta :  

. I d e n t i f i c a t i o n  of  s ign i f i can tbudge tchanges .  


. Compar isonsbe tweenmisce l laneousrevenuesandexpensestoac tua lda ta .  


. C o s tp e ru n i t  of s e r v i c ea n a l y s i s  i s  c o m p l e t e d ,u t i l i z i n g  se lec ted  


s t a t i s t i c s  o nt h eb a s i so fi m p a c to nh o s p i t a lc o s t .  
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from 

. 	 Total operating expenses are reviewed by comparing projected actual and 

budgets ofa prior period tocurrent fiscal yearbudget. 

. A quantitative analysis bybed size, unit size, and by type of hospi

tal (i.e. teaching hospitals) is performed. 

Additionally, each major unitof service is analyzed for volume, maz


hours, salariesand wages, fringes, suppliesand expenses, depreciation 


and interest, etc. 


After the above statistical information
and comparisons are arrayed, each hospi


tal's budget is analyzed in relation to national, regionaland localnorms reflec


ting: costs per unit of service, cost per type of
hospital, costsper bed size, 


salary and wage analysis, nursing service costs per patient
day, etc. At the 


same time, an individual hospital's productivity and performance one year to 


the next is analyzed and evaluated. Additional analytical informationis also ob


tained from such sources data, the American
as Hospital Administrative Services 


Hospital Association's annual report, a Comparative
C o s t  Report as compiled by 

Hospital Associationofrhode Island, and various positions identified during 

MAXICAP negotiations, All of the aboveare utilized to assess the reasonableness 

of a hospital's budgetrequest, bothon a line-by-line basis and in its entirety 


forming the basis for the Third Parties' position
on given hospital's budget. 


However, when all is
said and done with thebudget package, IHDS data, and the re

view and analysis of each hospital'sbudget submission, theend result -- a mutu

ally agreed upon fiscal year budget is reached through budget negotiations.-
Rather than rely on any artificially imposed budget' for a hospital, either via 


governmental fiat or other arbitrary limitation, the parties have chosen
to nego


tiate hospital budgets. The participants in those negotiations
are the hospital, 


- 16 -




-- 

\ 	 Blue Cross and the State collectively, and H A R I ,  both to observe and to provide 

technical assistanceto the hospital. 

Initial negotiating positions center around the hospital budget submission
the 

hospital defendingits initial requestand the ThirdParties presentingan initial 

position based on their review and analysis of the budget. From that point, bud

get negotiationsare aimed at agreement on a total "bottomline" budget settlement 

(both dollars and statistics), although during the course of negotiations, each 


side may chooseto argue specific positions
on various issues, such as: salaries 


and wages, inflation,new programs, etc. However, within that "bottomline" settle


ment, the parties dates of implementation,
do identify specific dollar amounts, 

and statistics forHPC Priority I programs and capital projects approved by the 

Department of Health. 

It should be noted that negotiations are not limited
to dollar amounts alone. As 

mentioned, the parties also negotiate the statistics associated with the budget. 

The importance of this aspect of the program will become evident in a later dis

cussion on rate settingand volume. 


The intent of the Rhode Island program
is to maintain the management prerogatives 


of the institution to allocate its resources in the best manner possible to achieve 


the institution's goals, Therefore, the parties,while reviewing on a line-by-line 


basis, do not negotiateline-by-line settlement but have opted
f o r  the bottomline 

approach. This provides the hospital with the flexibilityto manage its budget 

as  it sees fit and its only obligations are to live within that negotiated budget 

and any specific agreements made on new programs.The entire goal ist o  leave the 

management and operationof Rhode Island hospitals to the institutions themselves. 
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4. RateDetermina t ion  

The e s t a b l i s h m e n t  o f  r a t e s  f o r  % o d e  I s l a n d  h o s p i t a l s  is more i n d i r e c t  t h a n  t h e  


approachusedby a rate set t ingcommission,forexample.Primaryemphasis  i s  t h e  


n e g o t i a t i o n  of h o s p i t a le x p e n s eb u d g e t sw i t h i nt h eo v e r a l l  limit o f  a MAXICAP. 1 


Thus, r a t ed e t e r m i n a t i o n  is a b y - p r o d u c to ft h i sp r o c e s s .H o s p i t a lr a t e s  are 


e s t a b l i s h e df r o mt h e  results o fb u d g e tn e g o t i a t i o n s ,b u d g e tc o s tf i n d i n g ,a n dt h e  . 


h o s p i t a l ' se s t a b l i s h m e n to f  i ts c h a r g es t r u c t u r e .S i n c eb u d g e tn e g o t i a t i o n sh a v e  


a l r eady  beenaddres sed ,theo the r  two components w i l l  b e  b r i e f l y  d i s c u s s e d  a n d  


then a l l  t h r e e  r e l a t e d  t o  t h e  e s t a b l i s h m e n t  of a h o s p i t a l  rate. 


a. 	 Hospi ta lCharges .Hospi ta l s  are f r e et oc h a n g et h e i rc h a r g e so n c ed u r i n g  

t h ef i s c a ly e a r .  Each h o s p i t a l  must  de te rmine  a l i s t  of boardapprovedhos

p i t a lc h a r g e s  a n dd a t e s  of implementation a t  t h e  b e g i n n i n g  o f  t h e  f i s c a l  

year .These a re  t h e nt r a n s m i t t e dt ot h eT h i r d  Par t ies .  Each h o s p i t a la g r e e s  

to"gua ran tee"tha tcha rge  l i s t  f o r  t h e  f i s c a l  y e a r .  I t  may notbechanged 

u n l e s s  a h o s p i t a l  is g r a n t e d  a majorcont ingency.  The h o s p i t a l  i s  free t o  

e s t a b l i s hw h a t e v e rc h a r g e s  i t  f e e l s  are n e c e s s a r yf o rt h ei n s t i t u t i o n .G i v e n  

theproposedcharge  l i s t  a n dt h es t a t i s t i c sn e g o t i a t e d  w i t h  t h e  e x p e n s eb u d g e t ,  

t h e  h o s p i t a l  t h e n  e s t a b l i s h e s  

b .Cos tf ind ing .Subsequen ttonego t i a t ion  

h o s p i t a l  i s  r e q u i r e d  t op r o c e s s  

p rocess .  A s i n g l ec o s tf i n d i n g  

i t s  revenuebudge t' fo rthef i sca lyea r .  

of e a c hh o s p i t a l ' sb u d g e t ,e a c h  

i t s  b u d g e tt h r o u g ha na c c e p t a b l ec o s tf i n d i n g  

is runandadjustedforeachmajorpurchaser  
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of c a r ec o n s i s t e n tw i t ht h a tp u r c h a s e r ’ sp r i n c i p l e s  of reimbursement.For 


example ,thecos tf ind ingforBlue  Cross purposesassumes a s t r a i g h t - l i n e  


method for deprec ia t ion ;wh i l eunde rce r t a inc i r cums tances ,Med ica idfo l low 


i ngtheMedica rep r inc ip l e s  of r e imbursemen trecogn izesacce le ra t eddepre  


c i a t i o n .  Basedon t h e  resul ts  of t h ec o s tf i n d i n gp r o c e s sa n di nc o n j u n c  


t i o n  w i t h  t h e  h o s p i t a l ’ s  c h a r g e  s t r u c t u r e  andrevenuebudget ,ra t iosof  a l  


>
l o w a b l e  c o s t s  t oh o s p i t a l  c h a r g e s  (RCCs) are e s t a b l i s h e d  for eachmajorpur

chase r  of care basedonthelower of c o s t s  or cha rgesp r inc ip l e .Each  


purchaser  of c a r eh a s  two RCCs -- one for i n p a t i e n t  andone for o u t p a t i e n t .  :-- ’ 


These RCCs are  g u a r a n t e e dp r o s p e c t i v e l y  by t h ep a r t i c i p a t i n gS t a t ep r o g r a m s  


andBlueCross. 


I n  s h o r t ,  t h e  Rhode IslandProspectiveReimbursementprogram is  onewhichindi rec t 

l y  e s t a b l i s h e s  a n dr e g u l a t e sh o s p i t a l  ra tes ,  wi ththemajo remphas i sbe ingcon t ro l  

of t hema jo re l emen ta f f ec t ingthose  rates -- h o s p i t a lo p e r a t i n ge x p e n s e s .  Up t o  

t h i s  po in t ,t heemphas i so fthed i scuss ionhasbeentheconcep t  of t h e  MAXICAP 

and how expensesandul t imate ly ,  rates are e s t a b l i s h e d .  Theprogramdoes,however, 

c o n t a i n  two major prov i s ionswhichprov ideexempt ionstothe  MAXICAP; thenego

t i a t edexpensebudge t ;and ,  in some c a s e s ,t h ee s t a b l i s h e dp r o s p e c t i v er a t e s  of 

re imbursement .Theseprovis ions are vo lume/pa t i en t  mixandmajorcontingencies.  

5.  	 Volume/Patient Mix 

Volume has been a majorpoint  of c o n t r o v e r s yi nt h e  Rhode Is landprogram. When 

theprogram was o r i g i n a l l y  d e s i g n e d ,  t h e  MAXICAP andthenegot ia tedbudget  were 

a l l  i nc lus ive ,inc lud inganyunexpec tedvo lumetha tmigh toccur .Hosp i t a l s  

q u i c k l yp o i n t e do u tt h a tt h e yc o u l dn o ti n s u r et h er i s k  of p o t e n t i a l  volumein

c r e a s e s .  T h u s ,  volume c o r r i d o r s  f o r  i n p a t i e n tr o u t i n ea n da n c i l l a r ys e r v i c e s  
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were e s t a b l i s h e d .T h e r e  was some d i s p u t ea b o u tt h ei n t e n t  andopera t ion  of  t h e s e  


c o r r i d o r s  i n  t h e  f i r s t  y e a r  o f  t h e  p r o g r a m  and thesehavesubsequent lybeen  re


v i s e d  and a volumecorr idorhasbeenaddedforoutpa t ien tserv ices .However ,  i t  


I s  now a c c e p t e d  t h a t  these vo lumecor r ido r s  a r e  d e s i g n e d  t o  p r o t e c t  h o s p i t a l s  


aga ins tthecos t so funexpec tedvo lumeand  are n o tf i n a n c i a li n c e n t i v e s .  However, 


t h e  v o l u m e  c o r r i d o r  p r o v i s i o n s  d o  p r o v i d e  a n  i n c e n t i v e  f o r  h o s p i t a l s  t o  o p t i m a l l y  


u s e  their  f a c i l i t i e s  and s h i f tw h e r ep o s s i b l e ,c o s t l y . i n p a t i e n t  care t o  t h e  less . 


e x p e n s i v e  o u t p a t i e n t  m o d a l i t i e s .  


T h ei n p a t i e n tv o l u m ec o r r i d o r s  a re  so  d e s i g n e d  t h a t  a n  i n s t i t u t i o n  w i l l  be reim


b u r s e d  f o r  i n c r e a s e d  or d e c r e a s e dv o l u m ei nr e l a t i o n  to  f i x e d  c o s t s  when a c t i v i t y  


i s  d e c r e a s i n g  and v a r i a b l ec o s t s  when a c t i v i t y  is i n c r e a s i n g .T h e r e  is a l s o  a 


v o l u m ec o r r i d o rf o ro u t p a t i e n ts e r v i c e s .  However, h o s p i t a l s  a r e  onlyreimbursed 


f o r  inc reasedou tpa t i en tvo lumewi thnoad jus tmen t  f o r  decreasedvolume.The key 


t o  t h e  c o r r i d o r s  i s  t h eh o s p i t a l ' sb u d g e tr e v e n u ew h i c h  i s  d i r e c t l y  r e l a t e d  t o  


s ta t i s t ics .  


Theinpa t i en tvo lumecor r ido r  i s  d i v i d e d  i n t o  two c a t e g o r i e s  -- r o u t i n e  andan


c i l l a r y .  Days a re  t h ey a r d s t i c kf o rm e a s u r i n gf l u c t u a t i o n si nr o u t i n ev o l u m e .  


A s l i d i n g  sca le  ad jus tmen t  t o  thebudgetedperdiem is made a s  a c t u a l  i n p a t i e n t  


days  varyf rombudge tdays .Theinpa t i en tanc i l l a ryad jus tmen t  is basedon a 


v a r i a t i o n  of a c t u a l  i n p a t i e n t  a n c i l l a r y  r e v e n u e  versus b u d g e t  i n p a t i e n t  a n c i l l a r y  


revenue .Sincetherevenue  is t h ef u n c t i o n  of b u d g e t e ds t a t i s t i c sa n dt h eh o s p i  


t a l ' s  c h a r g es t r u c t u r e ,a g a i nt h ev o l u m ea d j u s t m e n t  is r e l a t e d  t o  a f l u c t u a t i o n  


i na c t u a l  s ta t i s t ics  ve r susbudge t  s t a t i s t i c s .  As volumeincreases ,  a h o s p i t a l  


r e c e i v e s  o n l y  35 percen t  of excessrevenuesgene ra t ed  t o  o f f s e t  v a r i a b l e  c o s t s .  


When volumedecreases ,  a 65 p e r c e n t  f a c t o r  i s  a p p l i e dt o" u n c o l l e c t e d "r e v e n u e s  


a n d  p a i d  t o  t h e  h o s p i t a l  t o  d e f r a y  f i x e d  ' c o s t s .  
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